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The posting to the General Ledger be
due the insurance company, for it is the
generally accepted practice that no agent comes a routine matter and after such post
or broker pays a solicitor a commission until ings are made it is comparatively simple to
such time as the assured makes full payment prepare a balance sheet and an income and
of the premium for which he is liable. With expense statement. As accountants can ap
such a classification, it becomes a simple mat preciate, from the information as outlined
ter at the end of each month to refer to the above, the financial statements can be pre
Cash Receipts book and compile a detail pared on both a cash basis and on an ac
statement for each solicitor of the commis crual basis.
sions which he has earned. It also becomes
Some agencies prefer to have a third car
a simple matter for the management to find bon copy of their invoices which is retained
out if it is paying out money for its assureds in their files under the names of their solici
when paying its Account Current to the tors. When payment is made to a solicitor
Home Office, for that is exactly what is done for commissions earned, this copy of the in
if a premium is not paid but the agency is voice is attached to a detail commission state
required to pay the Home Office in order to ment. The remaining carbon copies filed
keep the insurance in force. And a conven under his particular name reflect and can
ient method is provided for the manage be reconciled to “Accrued Commisisons Due
ment to get a quick picture of its operations Agents” which becomes a definite liability
on a cash as well as on an accrual basis.
of “Commissions Due Agents” at the time
Cash Disbursements records in an insur that the premiums are paid in full by the
ance office are handled very much the same assured.
as in any other business. Because of the type
The possibility of using invoices to serve
of expenses to which an agency is subject, many purposes in the insurance business is
there is very little reason for the use of a an item not to be overlooked in the accumu
Purchase Journal, as most items are paid lation of information necessary to the opera
within thirty days of their consummation.
tion of a successful agency.

The Consolidation of
Foreign Subsidiaries
Marjorie Mitchell, Detroit, Michigan

For the past six or seven years an increas
ing number of companies have omitted their
foreign subsidiary companies from consoli
dated statements. Foreign exchange restric
tions, war conditions and the lack of power
on the part of the parent company to initiate
the declaration of dividends have all had a
part in the decisions to omit a particular
subsidiary from consolidation. The Ameri
can Institute of Accountants and the Securi
ties and Exchange Commission both sup
ported this trend. The consensus of opinion
has been that consolidation should be omitted
where the parent company could no longer
control the foreign subsidiary due to the
war or to restrictions imposed by foreign gov
ernments. In addition reserves against the
parent company’s investment have been set
up where it was believed that the assets of
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the subsidiary were less than the value at
which the investment was being carried.
With the end of the war, the probability
that some of the restrictions on foreign ex
change may be lifted, and the possibilities
for the investment of new funds abroad, con
solidations of foreign and domestic holdings
will again increase. The present value of
old holdings will have to be established and
the study of the restrictions imposed on for
eign parent companies undertaken to estab
lish the policy with respect to each foreign
subsidiary. In all probability many foreign
governments will lift or lessen restrictions in
order to attract badly needed capital. The
entire problem of accounting for foreign in
vestments requires a continuing study of the
business regulations of the country in which
the holdings are located. The question of

whether or not a foreign subsidiary should be
consolidated depends upon whether or not
integrated operations are possible in the light
of restrictive regulations. In the case of a
domestic subsidiary the problem is generally
easier, the percentage of ownership and the
policy of the parent company being the de
ciding factors. With the foreign subsidiary
these factors are important but, in addition,
the added factor of restrictions under the
foreign government must be considered.
After the decision has been made to con
solidate the foreign subsidiary the actual
technique is not involved unless serious fluc
tuations in the exchange rates are occurring.
These are generally reconciled and explained
in footnotes and reserves are provided to pre
vent the payment of dividends out of capital.
When the exchange rate has been fairly
stable throughout the fiscal period the steps
to consolidate are:
1. Convert the foreign subsidiary’s bal
ance sheet and income statement into U. S.
dollars.
2. Reduce the terminology of the state
ments to American business usage.
3. Follow the general consolidation prac
tices.
The basis for conversion most generally
followed :
1. Current assets and liabilities at the rate
of exchange at the end of the fiscal period.
2. Fixed assets and depreciation provi
sions at the rate prevalent at the acquisition
date of the asset.
3. Non-current liabilities at the rate-preva
lent at the dates the obligations were in
curred.
4. Income and expense (except deprecia
tion) at the average rates for the period.
5. Capital stock at the rate at the date
of incorporation or acquisition. Surplus ac
quired at the rate at the date of acquisition.
Surplus arising out of profits is converted
at the average rates for the period for the

current year. The beginning balance should
be the same U. S. dollar figure as the ending
figure of the prior period.
The conversion will result in a difference
in balance between the sides of the balance
sheet. This, if small, is usually handled as
a profit or loss for the period. As mentioned
before, large differences should be reconciled
and footnoted in such a way as to disclose
the facts.
The terminology of foreign statements
must often be translated into American busi
ness usage. This is in addition to language
translation if the statements are not ex
pressed in English. The best policy in con
nection with both domestic and foreign sub
sidiaries is, of course, to standardize the ac
counting reports. But care must be used,
even with this aid, to see that the foreign
terminology coincides with American busi
ness usage of the term. A knowledge of the
business usage of the country in which the
subsidiary is located is the only insurance
against the adding together of unlike items.
After the conversion to U. S. dollars has
been made and the language reduced to
agree with the parent company’s terminol
ogy all that remains to be done is to insert
the figures on the consolidating schedules
and proceed with the consolidation. All gen
eral consolidation rules such as eliminating
intercompany profit transactions, reflecting
minority interests and so forth should be
followed.
As the Securities and Exchange Commis
sion requires full disclosure of the treatment
of subsidiaries located in countries which im
pose restrictions on foreign parents, it is im
portant that these restrictions be known and
expressed on the consolidated statements.
These restrictions were considered in the de
cision to consolidate, so the final step is
simply to prepare notes to the consolidated
statements which will reflect the basis for the
decision.
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